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1. SUMMARY: DESPITE THE PROPOSED TAX INCREASES ANNOUNCED IN 
AUGUST, THE BELGIAN BUDGET OF BF 628 BILLION FOR 1975 WILL 
PROBABLY RUN A DEFICIT OF BF 3-13 BILLION. WHILE PROTECTED 
REVENUE MAY THEORETICALLY MEET ALMOST ALL EXPENDITURES, WE 
DOUBT, FOR EXAMPLE, THAT STRICTER ENFORCEMENT OF TAX LAWS 
WILL BRING IN THE BF 7 BILLION SCHEDULED. THE SEPTEMBER 
DECISION TO HOLD OFF INCREASING BUS AND TRAM FARES MEANS THAT 
UNLESS OTHER REVENUE SOURCES ARE FOUND, THOSE NATIONALIZED 
INDUSTRIES WILL NEED HIGHER SUBSIDIES THAN PROGRAMMED IN 
AUGUST. HE HAVE, THEREFORE, CONCLUDED THAT THE BELGIANS 
HAVE NOT YET REALLY USED FISCAL POLICY TO COMBAT 
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INLFATION. END SUMMARY. 
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2. INTRODUCTION: DURING THE SUMMER THE BELGIAN 
GOVERNMENT CLAIMED SEVERAL TIMES THAT, IN ADDITION TO 
IMPOSING A CREDIT SQUEEZE ON THE ECONOMY, IT WAS USING 
FISCAL POLICY IN ITS ANTI-INFLATION EFFORTS. OUR 
SOURCES IN THE MINISTRIES OF FINANCE AND ECONOMICS, 
HOWEVER, SUGGEST THAT THE TINDEMANS GOVERNMENT DOES 
NOT FEEL IT CAN EITHER RAISE TAXES HIGH ENOUGH TO COVER 
ITS BUDGET OR SERIOUSLY CUT THE BUDGET DOWN TO MEET 
REVENUE WITHOUT INCURRING IRREPARABLE POLITICAL DAMAGE 
TO THE PRESENT COALITION AND WITHOUT DESTROYING ITS 
CHANGES FOR AN ENLARGEMENT TO INCLUDE MORE LINGUISTIC 
PARTIES. 

3. THE FACTS: (A) THE BUDGET - IN 1972, THE DEFICIT 

IN THE ORDINARY BUDGET WAS BF 5 BILLION; IN 1973 IT WAS 
BF 1 1 BILLION AND FOR 1974 IT WILL PROBABLY BE WELL OVER 
BF 12 BILLION. THE MID-AUGUUST VERSION OF THE PROPOSED 
BELGIAN BUDGET FOR 1975 (BF 628 BILLION) PROJECTED AN 
INITIAL BUDGET DEFICIT FOR 1975 OF ALMOST FB 20 BILLION. 

SINCE THE ADJUSTED BUDGET (I.E. THAT INCLUDING 
SUPPLEMENTAL APPROPRIATIONS) ALWAYS INCREASES THE DEFICIT 
AND SINCE SEVERAL PROJECTED SOURCES OF INCOME HAVE BEEN 
SUSPENDED, THE EXPECTED DEFICIT IS ALREADY BELIEVED TO 
BE HIGHER THAN PROJECTED. WITH A MINIMUM BUDGET RISE 
OF 17 PERCENT IN THE ADJUSTED 1975 BUDGET OVER THE 
ADJUSTED 1974 BUDGET, SUBSTANTIAL INFLATIONARY PRESSURES 
WILL RESULT FROM THE RESULTING BUDGETARY DEFICIT SINCE 
INCREASED REVENUES WILL ONLY MEET 8-10 PERCENT OF THE 
INCREASE. 

4. (B) THE NEW REVENUE SOURCES-NOT MANY OBSERVERS 
OUTSIDE THE GOVERNMENT BELIEVE THAT THE NEW TAX MEASURES 
ANNOUNCED IN AUGUST, 1974, ARE LIKELY TO BRING IN MUCH 
MORE THAN BF 15-18 BILLION. (FOR EXAMPLE, ALTHOUGH 

THE GOVERNMENT CLAIMS THAT BF 7 BILLION WILL BE BROUGHT 
IN DURING 1975 BY STRICTER ENFORCEMENT OF THE EXISTING 
TAX LAWS, ONE INFORMED ECONOMICS MINISTRY SOURCE 
INDIATES THAT IT WILL TAKE FIVE YEARS BEFORE THE 
INCREASED COST OF STRICTER ENFORCEMENT YIELDS ENOUGH TO 
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COVER EVEN THE COST OF THE ENFORCEMENT ITSELF.) 

5. A FINANCE MINISTRY SOURCE, KNOWLEDGEABLE ON BUDGET 
AFFAIRS, IS OPTIMISTIC ABOUT THE OTHER NEW TAX MEASURES, 
HOWEVER, SUCH AS SELECTIVE INCREASES IN THE VAT, 

INCREASED ROAD TAXES, INCREASES IN INCOME TAXES FOR VERY 
HIGH INCOMES AND TAXES ON CERTAIN BUSINESS ACTIVITIES. 

THESE OUR SOURCE BELIEVES, SEEM LIKELY TO BRING IN CLOSE 
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TO THE EXPECTED AMOUNT BUT IT IS HOPED WILL OTHERWISE 
HAVE A NEUTRAL EFFECT ON PRICES. THE SEPTEMBER DECISION 
TO DEFER RISES IN TRAM AND BUS FARES (WHICH ARE NOW 
COMPARATIVELY LOW) WILL UNDOUBTEDLY REQUIRE THAT 
GOVERNMENT SUBSIDIES TO THESE NATIONALIZED INDUSTRIES 
BE RAISED. THIS WILL PROBABLY INCREASE THE BUDGETARY 
DEFICIT BY ABOUT BF 1-3 BILLION. 

6. CONCLUSIONS : FROM THE ABOVE. WE CONCLUDE THAT THE 
PRESENT BELGIAN GOVERNMENT HAS NOT YET USED SERIOUSLY 
FISCAL POLICY TO COMBAT INFLATION. 

7. FYI: FINANCE MINISTER DE CLERCQ IN A PRIVATE 
CONVERSATION AT AMERICAN EMBASSY WITH VISITING 
PROFESSOR MILTON FRIEDMAN, DISPUTED FRIEDMAN'S 
CONTENTION THAT GOVERNMENT DIFICIT SPENDING WAS THE 
MAJOR CAUSE OF INFLATION. HE QUESTIONED PROF. FRIEDMAN'S 
ADVOCACY OF INDEXATION OF GOVERNMENT BUDGET AND AUSTERE 
GOVERNMENT BUDGETS TO COMBAT INFLATION, AS POLITICALLY 
DIFFICULT AND UNREALISTIC. END FYI. 

8. COMMENT: AS DESCRIBED IN OUR RECENT TELEGRAM ON 
THE CREDIT SQUEEZE (BRUSSELS 6916) WE CONSIDER THE 
BELGIANS ARE, SO FAR, RELYING HEAVILY ON MONETARY POLICY 
TO ATTAIN THEIR ANTI-INFLATIONARY GOALS. OUR SOURCES 

IN THE FINANCE MINISTRY TELL US THAT THE MINISTER AND 

HIS POLITICAL ASSOCIATES BELIEVE THAT FURTHER TAX 

RISES, IF ANY, MUST AWAIT THE SUCCESS FOR FAILURE OF 

THIS FALL'S EFFORT TO ENLARGE THE TINDEMANS CABINET 

THROUGH INCLUSION OF ADDITIONAL LINGUISTIC PARTNERS. FIRESTONE 
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